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INDEPENDENT AUDITOR’S REPORT ON INTERNAL CONTROL OVER FINANCIAL
REPORTING AND ON COMPLIANCE AND OTHER MATTERS BASED ON AN
AUDIT OF FINANCIAL STATEMENTS PERFORMED IN ACCORDANCE
WITH GOVERNMENT AUDITING STANDARDS

Board of Directors
Fall River Water Users District
Oral, South Dakota

We have audited, in accordance with auditing standards generally accepted in the United States of
America and the standards applicable to financial audits contained in Government Auditing Standards
issued by the Comptroller General of the United States, the financial statements of the business-type
activities of the Fall River Water Users District of Oral, South Dakota, (District) as of December 31,
2012 and for the year then ended, and the related notes to the financial statements, which collectively

comprise the District’s basic financial statements, and have issued our report thereon dated October 30,
2013.

Internal Control Over Financial Reporting

In planning and performing our audit, we considered the District's internal control over financial
reporting (internal control) to determine the audit procedures that are appropriate in the circumstances
for the purpose of expressing our opinion on the financial statements, but not for the purpose of
expressing an opinion on the effectiveness of the Fall River Water Users District’s internal control
over financial reporting. Accordingly, we do not express an opinion on the effectiveness of the
District’s internal control over financial reporting.

Our consideration of internal control over financial reporting was for the limited purpose described in
the preceding paragraph and was not designed to identify all deficiencies in internal control over
financial reporting that might be significant deficiencies or material weaknesses and therefore, there
can be no assurance that all deficiencies, significant deficiencies, or material weaknesses have been
identified. However, as described in the accompanying Schedule of Current Audit Findings and
Questioned Costs, we identified certain deficiencies in internal control over financial reporting that we
consider to be material weaknesses.

A deficiency in internal control exists when the design or operation of a control does not allow
management or employees, in the normal course of performing their assigned functions, to prevent, or
detect and correct misstatements on a timely basis.

Members of American Institute of Certified Public Accountants e South Dakota Society of Certified Public Accountants
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INDEPENDENT AUDITOR’S REPORT ON INTERNAT CONTROL OVER FINANCIAL
REPORTING AND ON COMPLIANCE AND OTHER MATTERS BASED ON AN
AUDIT OF FINANCIAL STATEMENTS PERFORMED IN ACCORDANCE
WITH GOVERNMENT AUDITING STANDARDS (CONTINUED)

Internal Control Over Financial Reporting (continued)

A material weakness is a deficiency, or combination of deficiencies, in internal control, such that there
is a reasonable possibility that a material misstatement of the District’s financial statements will not be
prevented, or detected and corrected on a timely basis. We consider the deficiencies described in the

accompanying Schedule of Current Audit Findings and Questioned Costs as items 2012-1 and 2012-2
to be material weaknesses.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether the Tripp County Water User District’s
financial statements are free of material misstatement, we performed tests of its compliance with
certain provisions of laws, regulations, and contracts, noncompliance with which could have a direct
and material effect on the determination of financial statement amounts. However, providing an
opinion on compliance with those provisions was not an objective of our audit and, accordingly, we do
not express such an opinion. The results of our tests disclosed no instances of noncompliance or other
matters that are required to be reported under Government Auditing Standards.

Purpose of this Report

The purpose of this report is solely to describe the scope of our testing of internal control and
compliance and the results of that testing, and not to provide an opinion on the effectiveness of the
District’s internal control or on compliance. This report is an integral part of an audit performed in
accordance with Government Auditing Standards in considering the District’s internal control and
compliance. Accordingly, this communication is not suitable for any other purpose. As required by
South Dakota Codified Law 4-11-11, this report is a matter of public record and its distribution is not
limited. :
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FALL RIVER WATER USERS DISTRICT
SCHEDULE OF PRIOR YEAR AUDIT FINDINGS

Prior Financial Statement Findings

2011-01
A reportable condition and material weakness was reported for a lack of segregation of duties in the
District's accounting systems.

Corrective Action Plan:

The District Board President is the contact person responsible for the corrective action plan for these
comments. These comments are the result of the size of the Fall River Water Users District which
precludes staffing at a level sufficient to provide an ideal environment for internal controls. The
District has determined it is not cost beneficial to employ additional personnel just to be able to
adequately segregate duties. The District is aware of this problem and is attempting to provide
compensating controls wherever and whenever possible and practical. However, this lack of
segregation of duties continues to exist and is restated under the current audit findings as finding
number 2012-01.

2011-02
A reportable condition and material weakness for lack of controls over the period-end reporting
process and preparation of financial statements in accordance with generally accepted accounting
principles.

Corrective Action Plan:

The District Board President is the contact person responsible for the corrective action plan for these
comments. The District has determined that it is not cost beneficial to employ additional personnel
just to prepare the financial statements in accordance with generally accepted principles and will
continue to outsource this function. The District will continue to review all proposed adjustments
and review, approve, and accept responsibility for the financial statements. However, this lack of
controls over the financial statement preparation continues to exist and is restated under the current
audit findings as finding number 2012-02.




FALL RIVER WATER USERS DISTRICT
SCHEDULE OF CURRENT AUDIT FINDINGS
Finding Number 2012-01

A material weakness was disclosed by our audit of the financial statements for a lack of segregation of
duties for the revenues, expenditures and payroll systems.

Analysis:
For the revenues, expenditures and payroll functions, there is a lack of segregation of duties because

one person performs a major portion of the procedures with few checks and balances. This may affect
the completeness and existence of transactions. This could lead to miscoding of transactions and/or
transactions not being recorded.

Recommendation

We recommend the Fall River Water Users District officials be cognizant of this lack of segregation of
duties for revenues, expenditures and payroll, and attempt to provide compensating internal controls
whenever and wherever possible and practical.

Corrective Action Plan:

The District Board President is the contact person responsible for the corrective action plan for these
comments. These comments are the result of the size of Fall River Water Users District which
precludes staffing at a level sufficient to provide an ideal environment for internal controls. The
District has determined it is not cost beneficial to employ additional personnel just to be able to
adequately segregate duties for revenues, expenditures and payroll. The District is aware of this
problem and is attempting to provide compensating controls wherever and whenever possible and
practical. However, this lack of segregation of duties continues to exist.

Finding Number 2012-02

A material weakness in controls to provide oversight of the financial reporting process was disclosed
by our audit. The District’s management is responsible for establishing and maintaining internal
controls in the financial reporting system and for the fair presentation of the financial position, results
of operations, cash flows, and disclosures in the financial statements, in conformity with U.S. generally
accepted accounting principles (GAAP). We noted the absence of appropriate internal controls in the
following areas:

e The District does not have a system of internal controls that would enable management to
conclude that the financial statements and the related disclosures are presented in accordance
with generally accepted accounting principles. As such, management requested us to assist in
identifying adjustments to the accounting records and to prepare a draft of the financial
statements, including the related footnote disclosures. The outsourcing of this service is not
unusual in entities of this size and is a result of management’s cost benefit decision to use our
accounting expertise rather than to incur internal resource costs. Management reviewed the
adjustments and also reviewed, approved, and accepted responsibility for those financial
statements prior to their issuance. The adjustments were to reclassify capital expenditures to
the proper accounts and adjust year-end account balances to the correct amount. Also it is the
District’s responsibility to make the ultimate decision to accept the degree of risk associated
with this condition because of cost or other considerations.



FALL RIVER WATER USERS DISTRICT
SCHEDULE OF CURRENT AUDIT FINDINGS (CONTINUED)

Recommendation:

It is the responsibility of management and those charged with governance to make the decision
whether to accept the degree of risk associated with this condition because of cost or other
consideration.

Corrective Action Plan:

The District Board President is the contact person responsible for the correction action plan for these
comments. The District has determined that it would require additional staff to have the financial
statements prepared in accordance with generally accepted accounting principles and will continue to
outsource this function. The District will review all adjustments and also review, approve, and accept
responsibility for the financial statements prior to their issuance and accepts the degree of risk
associated with this condition.
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INDEPENDENT AUDITOR’S REPORT

To the Board of Directors
Fall River Water Users District
Hot Springs, South Dakota

Report on the Financial Statements

We have audited the accompanying financial statements of the Fall River Water Users District, South
Dakota, as of and for the years ended December 31, 2012 and 2011, and the related notes to the
financial statements, which collectively comprise the District’s basic financial statements as listed in
the Table of Contents.

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements in
accordance with accounting principles generally accepted in the United States of America; this
includes the design, implementation, and maintenance of internal control relevant to the preparation
and fair presentation of financial statements that are free from material misstatements, whether due to
fraud or error.

Auditor’s Responsibility :

Our responsibility is to express an opinion on these financial statements based on our audit. We
conducted our audit in accordance with auditing standards generally accepted in the United States of
America. Those standards require that we plan and perform the audit to obtain reasonable assurance
about whether the financial statements are free of material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in
the financial statements. The procedures selected depend on the auditor’s judgment, including the
assessment of the risks of material misstatement of the financial statements, whether due to fraud or
error. In making those risk assessments, the auditor considers internal control relevant to the entity’s
preparation and fair presentation of the financial statements in order to design audit procedures that are
appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness
of the entity’s internal control. Accordingly, we express no such opinion. An audit also includes
evaluating the appropriateness of accounting policies used and the reasonableness of significant
accounting estimates made by management, as well as evaluating the overall presentation of the
financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for
our audit opinion.

Members of American Institute of Certified Public Accountants e South Dakota Society of Certified Public Accountants
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INDEPENDENT AUDITOR’S REPORT (continued)

Opinion

In our opinion, the financial statements referred to above, present fairly, in all material respects, the
financial position of the Fall River Water Users User District, South Dakota, as of December 31, 2012
and 2011, and the results of its operations and cash flows for the years then ended in conformity with
accounting principles generally accepted in the United States of America.

Other Matters

Fall River Water Users District has not presented Management’s Discussion and Analysis that
accounting principles generally accepted in the United States of America require to be presented to
supplement the basic financial statements. Such missing information, although not a part of the basic
financial statements, is required by Governmental Auditing Standards who considers it to be an
essential part of financial reporting for placing the basic financial statements in an appropriate
operation, economic, or historical context. Our opinion on the basic financial statements is not affected
by this missing information.

Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated October 30,
2013 on our consideration of the District’s internal control over financial reporting and our tests of its
compliance with certain provisions of laws, regulations, contracts and other matters. The purpose of
that report is to describe the scope of our testing of internal control over financial reporting and
compliance and the results of that testing, and not to provide an opinion on the internal control over
financial reporting or on compliance. That report is an integral part of an audit performed in
accordance with Government Auditing Standards in considering the District’s internal control over
financial reporting and compliance.

" October 30, 2013



BALANCE SHEETS



LIABILITIES AND NET POSITION

Current Liabilities
Accounts payable
Accounts payable - construction in progress
Meter deposits payable
Current maturies of long-term liabilities
Short-term interim financing
Hook-up fees refundable
Other current liabilities

Total current liabilities
Long-Term Liabilities
State revolving fund loan, less current maturities
Other long-term loans, less current maturities
Total long-term liabilities
Total liabilities
Net Position
Net investment in capital assets
Restricted for debt service
Unrestricted

Total net position

Total Liabilities and Net Position

December 31,

2012 2011

$ 35460 $ 24,006

250,854 -
16,125 16,125
60,070 123,269

239,891 -
10,979 12,479
10,664 10,794
624,043 186,673
724,186 753,733
2,334,240 2,364,794
3,058,426 3,118,527
3,682,469 3,305,200
8,429,258 8,057,820
109,465 92,511
19,913 345,550
8,558,636 8,495,881
$12,241,105 $11,801,081




FALL RIVER WATER USERS DISTRICT

STATEMENTS OF REVENUES, EXPENSES, AND CHANGES IN NET POSITION

For the Years Ended
December 31,
2012 2011
Operating Revenues:
Water sales $ 676,857 $ 545,912
Other 61,079 33,232
Total operating revenue 737,936 579,144
Operating Expenses:
Costs of sales and service 293,833 191,654
Administrative 248,037 267,217
Depreciation 275,995 234,741
Total operating expenses 817,865 693,612
Operating income (loss) (79,929) (114,468)
Nonoperating Revenues (Expenses):
Interest income 422 2,006
Interest expense (112,438) (121,467)
Total nonoperating revenues (expenses) (112,016) (119,461)
Change in net position before capital contributions (191,945) (233,929)
Capital contributions 254,700 575,217
Change in net position 62,755 341,288
Total Net Position - Beginning 8,495,881 8,154,593
Total Net Position - Ending $ 8,558,636 $ 8,495,881

The accompanying notes are an integral part of
these financial statements.

-9.



STATEMENTS OF CASH FLOWS



For the Years Ended
December 31,
2012 2011
Reconciliation of Operating Income (Loss) to Net
Cash Provided by Operating Activities:
Operating income (loss) $  (79,929) § (114,468)
Adjustments to reconcile operating income (loss) to
net cash provided by operations:

Depreciation 275,995 234,741

(Increase) decrease in accounts receivable (11,641) (7,308)
(Increase ) decrease in inventory (883) (7,892)
Increase (decrease) in accounts payable 11,454 (17,748)
Increase (decrease) in other current liabilities (1,631) (1,677)

Cash Provided by Operating Activities $ 1933365 § 85,648




FALL RIVER WATER USERS DISTRICT
NOTES TO FINANCIAL STATEMENTS
December 31, 2012

Note 1. Summary of Significant Accounting Policies

Organization
The Fall River Water Users District (the District) was organized in July of 1992 under the authority

of Chapter 46A-9-16 of the South Dakota Codified Laws of 1967, as amended, as a water user
district.

The District was organized to construct or acquire a water system to conserve, control and
distribute potable water to homes, pastures, feedlots, and elsewhere deemed feasible. The system
consists of pumps, filtering and treatment plants, storage tanks, mains, pipelines, booster pumps
and other water works deemed necessary to pump, filter, treat, store and distribute potable water.

The District provides water to users in primarily the Fall River County in South Dakota and has its
office in Oral, South Dakota. An elected Board of Directors consisting of seven directors governs
the District. The District is authorized to exercise the power of eminent domain, and is a political
subdivision of the State of South Dakota.

The District has no taxing powers and has no power to levy assessments. No governmental
authority will have the power to levy or collect taxes of assessments for the purpose of paying, in
whole or in part, any indebtedness or obligations incurred by the District in which the District is in
any manner liable. Nor any privately owned property within or outside the District, or the owner
thereof, nor any city, town, county, irrigation district, political subdivision, or public or private
corporation will be liable for any such District indebtedness or obligation beyond the liability to
perform the obligations of any express contract between such owner or public or private
organizations and the District.

Financial Reporting Entity
The reporting entity consists of the primary government, as well as its component units, which are
legally separate organizations for which the officials of the primary government are financially
accountable. Financial accountability is defined as appointment of a voting majority of the
component unit’s board and either (1) the ability to impose will by the primary government, or (2)
the possibility that the component unit will provide a financial benefit to or impose a financial
burden on the primary government.

Based on the above criteria, the District does not have any component units that require inclusion
in the financial statements. Conversely, the District is not a component unit of another government.

Basis of presentation
The accounting policies of the Fall River Water Users District confirm to U.S. generally accepted
accounting principles applicable to governmental enterprise funds.

-11 -



FALL RIVER WATER USERS DISTRICT
NOTES TO FINANCIAL STATEMENTS

Note 1. Summary of Significant Accounting Policies (continued)

Measurement Focus and Basis of Accounting
Measurement focus is a term used to describe “how” transactions are recorded within the various
financial statements. Basis of accounting refers to “when” revenues and expenditures or expenses
are recognized in the accounts and reported in the financial statements, regardless of the
measurement focus.

The District, as a utility enterprise fund, accounts for its operations in a manner similar to private
business enterprises. The intent of the governing body is that the costs (expenses including
depreciation) of providing goods and services to the general public on a continuing basis be
financed or recovered primarily though user charges. The accompanying financial statements
reflect the flow of economic resources measurement focus, applied on the accrual basis of
accounting. Under this basis, revenues are recognized in the period in which they are earned and
expenses are recognized in the period in which they are incurred, regardless of the timing of related
cash flows.

The district distinguishes operating revenues and expenses from non-operating items. Operating
revenues consist principally of water sales to customers. Expenses include the costs of operating
the District, including the purchase and treatment of water, personnel, administration, professional
services, maintenance, and depreciation on capital assets. All revenues and expenses not meeting
these definitions are reported as non-operating revenues and expenses or contributions. Non-
operating revenues and expenses include interest income and interest expense amounts and
contributions (if any) include construction revenue from customers and grants.

Deposits and Investments

The District’s deposits are made in qualified public depositories as defined by SDCL 4-6A-1.
Qualified depositories are required by SDCL 4-6A-3 to maintain at all times, segregated from their
other assets, eligible collateral having a value equal to at least 100 percent of the public deposit
accounts which exceed deposit insurance such as the FDIC and NCUA. In lieu of pledging eligible
securities, a qualified public depository may furnish irrevocable standby letters of credit issued by
Federal Home Loan Banks accompanied by written evidence of that bank’s public debt rating
which may not be less than “AA” or a qualified public depository may furnish a corporate surety
bond of a corporation authorized to do business in South Dakota.

The District’s policy is to report deposits at cost plus interest and credit all income from the deposit
to the fund making the investment.

The actual depository bank balances at December 31 were as follows:

2012 2011
Insured (FDIC/NCUA) $ 271,652 $ 251,729
Uninsured, collateral jointly held by District's agent in the
name of the state and the pleding financial institution. 245,065 56,648
Total Deposits $ 516,717 $ 308,377

-12-



FALL RIVER WATER USERS DISTRICT
NOTES TO FINANCIAL STATEMENTS

Note 1. Summary of Significant Accounting Policies (continued)

Deposits and investments (continued)
The District’s book balance of bank deposits was $365,523 at December 31, 2012.

Investments - In general, SDCL 4-5-6 permits water district funds to be invested in (a) securities of
the United States and securities guaranteed by the United States government either directly or
indirectly; or (b) repurchase agreements fully collateralized by securities described in (a); or in
shares of an open-end, no-load fund administered by an investment company whose investments
are in securities described in (a) and repurchase agreements described in (b). Also SDCL 4-5-9
requires that investments shall be in the physical custody of the political subdivision or may be
deposited in a safekeeping account with any bank or trust company designated by the political
subdivision as its fiscal agent. The District had no investments at December 31, 2012 or 2011.

Deposits are reported at cost, plus interest, if the account is the add-on type. All deposits are made
in qualified depositories as defined by SDCL 4-6A-1.

Cash and Cash Equivalents
For purpose of the statements of cash flows, the District considers all cash and other highly liquid
investments with initial maturities of three months or less to be cash equivalents.

Use of Estimates
The preparation of financial statements in conformity with accounting principles generally
accepted in the United States of America requires management to make estimates and assumptions
that affect the reported amounts of assets and liabilities and the disclosure of contingent assets and
liabilities at the date of the financial statements and the reported amounts of revenues and expenses
during the reporting period. Actual results could differ from those estimates.

Accounting Basis
Basis of accounting refers to when the revenues and expenditures or expenses are recognized in the
accounts and reported in the financial statements. The District prepares its financial statements on
the accrual basis whereby revenues are recognized when earned and expenditures are recognized
when incurred.

Refundable Amounts
The service agreement provides that hookup fees and meter deposits collected, net of expenses, are
refundable if service is not or cannot be provided to the prospective user. These funds are held in
savings with a portion of the service fund also designated for refundable payments.

2012 2011
Savings $ 16,125 $ 16,125
Water Service Fund - 3,000
East Oral Study Account 10,979 9,479

$ 27,104 $ 28,604

-13 -



FALL RIVER WATER USERS DISTRICT
NOTES TO FINANCIAL STATEMENTS

Note 1. Summary of Significant Accounting Policies (continued)

Accounts Receivable
Accounts receivable are stated at face value net of allowance for doubtful accounts and consist of
balances due from customers. Receivable detail at December 31 is as follows:

2012 2011
Accounts Receivable $ 78,268 $ 66,627
Allowance for Doubtful Accounts (1,000) (1,000)
Net Accounts Receivable $ 77,268 $ 65,627

Inventory
Inventory is made up of spare parts to repair the existing system or meter pits used to add on

additional users. Inventory is valued at the lesser of cost or market.

Capital Assets
Property, plant and equipment are stated at historical cost and/or cumulative cost of construction,

which includes interest on construction in progress prior to the asset being put in service. Interest
related to the water delivery system is capitalized during the period of initial construction until the
system is put into service. The amount of interest capitalized in 2012 and 2011 was $1,513 and $0,
respectively. The District’s primary asset is a water delivery system consisting of water mains,
pumps and booster stations, and storage tanks. Except for land, all assets greater than $1,000 with
a useful life of more than one year are depreciated using the straight-line method over their useful
lives. Based on engineering estimates, the useful lives of the components for the water delivery
system are as follows:

Water Mains 50 years
Pumps and Booster Stations 20 years
Storage Tank 50 years

Vehicles and Office Equipment 5 years

Net Position Classifications
Equity is classified as net position and is displayed in three components.

1. Net Investment in Capital Assets — Consists of capital assets, including restricted capital
assets, net of accumulated depreciation and reduced by the outstanding balances of any
bonds, mortgages, notes, or other borrowings that are attributable to the acquisition,
construction, or improvement of those assets.

2. Restricted net position — Consists of net position with constraints placed on their use either
by (a) external groups such as creditors, grantors, contributors, or laws and regulations of
other governments; or (b) law through constitutional provisions or enabling legislation.

3. Unrestricted net position — Consists of all other net position that do not meet the definition
of “restricted” or “investment in capital assets, net of related debt.” Unlike the restricted net
position, the Board of Directors has discretion in determining the use of any unrestricted net
position. The Board may at any time change or eliminate amounts established for these
purposes.

-14 -



FALL RIVER WATER USERS DISTRICT
NOTES TO FINANCIAL STATEMENTS

Note 1. Summary of Significant Accounting Policies (continued)

Application of Net Position
It is the District’s policy to first use restricted net position, prior to the use of unrestricted net
position, when an expense is incurred for purposes for which both restricted and unrestricted net
position are available.

Fund Revenue and Expense Classification
In the Statements of Revenues and Expenses and Changes in Net Position, revenues and expenses
are classified in a manner consistent with how they are classified in the Statement of Cash Flows.
That is, transaction for which related cash flows are reported as capital and related financing
activities, non-capital financing activities, or investing activities are not reported as components of
operating revenues and expenses.

Note 2. Changes in Capital Assets

Changes in Capital Assets for the years ended December 31 were as follows:

2012
Beginning Additions Deletions Ending
Non-Depreciable Assets
Land § 123,690 $ - $ - $§ 123,690
Depreciable Assets
Buildings and leasehold improvement 108,258 - - 108,258
Office equipment and vehicles 97,958 - 978 96,980
Water delivery system 10,718,743 2,034,076 - 12,752,819
Construction-in-progress 1,721,827 441,988 1,711,340 452,475
Totals $12,646,786  $ 2,476,064 $ 1,712,318 $13,410,532
Accumulated Depreciation $ 1,470,860 $ 275,995 $ 279  $ 1,746,576
2011
Beginning Additions Deletions Ending

Non-Depreciable Assets
Land $ 123,690 § - $ - $ 123,690
Depreciable Assets

Buildings and leasehold improvemen 108,258 - - 108,258
Office equipment and vehicles 40,170 57,788 - 97,958
Water delivery system 6,765,647 3,953,096 - 10,718,743
Construction-in-progress 4,986,605 694,061 3,958,839 1,721,827
Totals $11,900,680 $ 4,704,945 $ 3,958,839 $12,646,786
Accumulated Depreciation $ 1,236,119  $ 234,741 $ - $ 1,470,860

-15-



FALL RIVER WATER USERS DISTRICT

NOTES TO FINANCIAL STATEMENTS

Note 3. Long-Term Debt

Long-term balances due at December 31 were as follows:

2012

2011

Note payable to the South Dakota Drinking Water State

Revolving Loan Fund, quarterly payments of $9,615

including interest of 3%, final payment due October 2031.

Secured by substantially all assets and service revenues. $ 555,462

Note payable to the South Dakota Drinking Water State
Revolving Loan Fund, quarterly payments of $3,098
including interest of 2.5%, final payment due April 2033.
Secured by substantially all assets and service revenues. 198,271

Note payable to bank, interest at 7.75%, monthly payments
of $1,201 through June 2012 and a final payment of
$60,754 due July 2012. Secured by real estate. -

Note payable, USDA Rural Development, interest at 4%,

payable $3,163 per month, due March 2050, secured 728,893
by substantially all assets.

Note payable, USDA Rural Development, interest at 3.75%,
payable $3,438 per month, due July 2050, secured by
substantially all assets. 830,431

Note payable, USDA Rural Development, interest at 3.25%,
payable $2,904 per month, due July 2050, secured by
substantially all assets. 753,564

Interim financing, CoBank, to be paid off by long-term
financing from USDA Rural Development, due
December 31, 2013 239,891

Bond payable, USDA Rural Development, interest at 3%,
payable $192 per month, due August 2050, secured by
substantially all assets. 51,875

$ 576,856

205,590

65,119

737,506

840,345

763,769

52,611

$ 3,358,387
Less: current maturities (299,961)

$ 3,241,796
(123,269)

Long-Term Portion $ 3,058,426

$ 3,118,527
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FALL RIVER WATER USERS DISTRICT
NOTES TO FINANCIAL STATEMENTS

Note 3. Long-Term Debt (continued)

The following is a summary of changes in long-term debt:

Debt New Debt Due Within
12/31/2011 Debt Retired 12/31/2012  One Year
State of SD-RevolvingFund $ 782,446 § - $ 28,713 $§ 753,733 $ 29,547
Bank Note 65,119 - 65,119 - -
Interim Financing - 239,891 - 239,891 239,891
USDA Rural Development 2,394,231 - 29,468 2,364,763 30,523
Total Debt $3,241,796 $ 239,891 $§ 123,300 $3,358,387 $ 299,961
Debt service is as follows:
Interest Principal Total
2013 $ 107,145 § 299961 $ 407,106
2014 105,159 62,056 167,215
2015 103,106 64,109 167,215
2016 100,984 66,231 167,215
2017 98,990 68,225 167,215
2018-2022 458,349 377,727 836,076
2023-2027 391,202 444 874 836,076
2028-2032 312,060 485,555 797,615
2033-2037 241,608 346,407 588,015
2038-2042 173,377 408,443 581,820
2043-2047 91,423 490,397 581,820
2048-2051 10,423 244,402 254,825

$2,193,826  $ 3,358,387 $ 5,552,213

Note 4. Lease Commitments

The District leases office space with payment due bi-annually and various equipment with payments
due on a monthly basis. Lease expense for the year ended December 31, 2012 and 2011 totaled $6,249
and $6,711, respectively. These amounts are included in the Statements of Revenue, Expenses, and
Changes in Net Position.

Future lease commitments are as follows:

2012 $ 2,792

-17 -



FALL RIVER WATER USERS DISTRICT
NOTES TO FINANCIAL STATEMENTS

Note 5. Retirement Plan

All permanent full-time employees participate in the South Dakota Retirement System (SDRS), a cost
sharing, multiple employer public employee retirement system established to provide retirement
benefits for employees of the State of South Dakota and its political subdivisions. The SDRS provides
retirement, disability and survivors’ benefits. The right to receive retirement benefits vests after three
years of credited service. Authority for establishing, administering and amending plan provisions are
found in South Dakota Codified Law 3-12. The SDRS issues a publicly available financial report that
includes financial statements and required supplemental information. The report may be obtained by
writing to the SDRS, PO Box 1098, Pierre, SD 57501-1098 or by calling (605) 773-3731.

Covered employee are Class A Members, as defined by the plan, and are required by state statute to
contribute 6.0%. State statute also requires the employer to contribute an amount equal to the
employee’s contribution. The statute also requires the employer to make an additional contribution in
the amount of 6.2% for any compensation exceeding the maximum taxable amount for social security
for the general employees only. The District’s share of the contributions to the SDRS for the years
ended December 31,2012, 2011, and 2010 was $5,161, $3,915, and $5,610, respectively.

Note 6. Risk Management

The District is exposed to various risks of loss related to torts; theft of, damage to, or destruction of
assets; errors and omissions; injuries to employees; employee’s health and life; and natural disasters.
The District manages these risks by purchasing general liability, property, workers compensation,
fidelity bond coverage, health and life coverage, and firm commercial coverage through private
carriers. The District pays into the South Dakota Unemployment Compensation Fund to provide for
unemployment insurance coverage.

The District believes such coverage is sufficient to preclude any significant uninsured losses to the
District.

There have been no settlements exceeding insurance coverage in any of the past three years.

Note 7. Subsequent Events

The District is currently in the process of digging and constructing a new well. The District expects to
finish the well and put it into service in 2013. The projected cost of the well is $1,180,000. The long-
term funding for the well has been secured with Rural Development with interim financing through
CoBank as shown in Note 3. As of December 31, 2012, $452,475 in expenses had been incurred. Of
this amount $250,854 was paid at the beginning of 2013 and have been included in accounts payable —
construction in progress on the balance sheet.

District management has evaluated subsequent events through October 30, 2013, the date on which
these financial statements were completed.
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